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KEY ECONOMIC INDICATORS 


All values represent year-end levels and are in millions of U.S. dollars unless 
otherwise indicated. 


Exchange rate: (August 1983) 

US$1.00 = C$10.00 (official) 

US$1.00 C$27.5 (sale parallel market) 
US$1.00 = C$28.5 (purchase, parallel market) 


PERCENT 
CHANGE 
82/81 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at current prices 

GDP at constant prices (1981) 

Per capita GDP, current prices (dollars) 
Gross investment 


INDICES 


Industrial production (1981 prices) 671 
Av Industrial wage mfg./monthly (dollars) 225 
Employed labor force manufacturing 89,801 
Unemployment rate 25.<9 


MONEY AND PRICES 


Money supply (Ml, December) 
Money supply (M2, December) 


INDICES 


Consumer price index (1972=100) 
Food price index 
GDP price deflator 


BALANCE OF PAYMENTS AND TRADE 


Official gold and foreign exchange 
reserved 
External public debt (December) 
Annual debt service 
Balance of trade 
Exports (F.0O.B.) 
U.S. Share 
Imports (F.O.B.) 
U.S. share 


Source: Official GRN figures. 


Note: Values in U.S. dollars are calculated using the official exchange rate, 
C$10.00 = US$1.00. 





SUMMARY 


In 1982, the reconstruction phase, which followed the 1979 insurrec- 
tionary war, ended. Real GDP fell by 1.4 percent according to 
official figures, and more by the estimates of many analysts. The 
decrease in output left the Nicaraguan economy still short of 
pre-revolution (1978) production levels by 17 percent in agriculture, 
18 percent in industry, 27 percent in commerce, and 14 percent in 
overall GDP. The only sector of the economy which has surpassed 
pre-revolution levels is the government, which has more than tripled 
in size under the Sandinista regime. During 1983, the Nicaraguan 
economy at best will show minimal growth, and the outlook for the 
medium term is not favorable. Among the chronic economic problems 
for which there is no early solution in view: a structural current 
account deficit in the range of $400 million per year, growing 
government control of all aspects of economic activity, a population 
and workforce expanding at 3.3 percent annually, acute shortages of 
skilled managers and workers combined with a glut of unskilled job 
seekers, declining commercial activity within the Central American 
Common Market, a poor business climate caused by property con- 
fiscations and the Marxist orientation of the Sandinista government, 
and increasingly active anti-Sandinista guerrilla movements in the 
frontier regions. 


The outlook for U.S. business activity in Nicaragua is particularly 
poor. Despite repeated promises, the Nicaraguan government has 

yet to pass a foreign investment law allowing protection from 
confiscation and the repatriation of earnings. The U.S. share of 
Nicaraguan imports, while still significant at 19 percent, will 
continue to decline in the future due to lack of financing and to 
GRN policy of diversifying away from U.S. suppliers because of poor 
political relations between the U.S. and Nicaraguan governments. 
The Nicaraguan cordoba is not freely convertible, and private business 
in Nicaragua faces increasing difficulties in obtaining the dollars 
needed to pay for U.S. products. 


MACROECONOMIC DEVELOPMENT 


Real GDP in Nicaragua fell by 1.4 percent in 1982, according to 
official figures. Available information indicates, however, that the 
GDP drop was in fact closer to 3 percent. Reduced imports of raw 
materials constrained agriculture and industry, whose output fell 

by 5 percent and 5.6 percent, respectively. Both construction 
activity and investment fell by a third last year in real terms. 

Over two-thirds of investment in Nicaragua was carried out by the 
public sector last year. Private business, although on paper con- 
tributing 60 percent of the country's GDP, is constrained by 





government control of the financial markets, exports and imports, 
and prices. The private investor, frightened by arbitrary con- 
fiscations and hostile leftist rhetoric from the government, has for 
the most part dropped out of the game. 


A 22 percent drop in imports in 1982 both contributed to the decline 
in domestic output and combined with it to reduce overall resource 
availability in Nicaragua by over 10 percent in real terms. The 
expanding central government's bureaucracy and the growing insurgency 
threat caused real government consumption to increase by nearly 

24 percent. The result was a squeeze on investment and on the private 
consumer. Private consumption dropped by 12 percent in real terms 
last year, and serious shortages of basic commodities began to emerge. 


Official GRN figures indicate that nearly a fifth of the workforce 

was unemployed in 1982. Salary levels have been frozen since 1981, 
and with inflation running at an official 25 percent annual rate, 
worker purchasing power has been seriously eroded. Large and growing 
government subsidies for basic food products have taken some of the 
sting out of this erosion, but these basic products have been increas- 
ingly subject to shortages. 


Official figures show that the money supply (both Ml and M2) grew by 
25 percent last year. This reflected the expanding fiscal deficit 
and growing internal credit creation. The Nicaraguan cordoba is 

not freely convertible. The official exchange rate is C$10 equals 
US$1.00. However, virtually no dollars are available to individuals 
for purchase at that rate. In early 1982 the GRN introduced a series 
of incentive prices for particular agricultural commodities which 
effectively represented selective devaluations. During 1982 and 

into 1983, an increasing number of internal transactions have been 
moved to the legal parallel rate, C$27.5 equals US$1.00. Dollars 

are very difficult to obtain even at that rate. In the illegal black 
markets the dollar is said to fetch as much as C$90.00. All legal 
dollar transactions are managed by the Nicaraguan government. Private 
citizens are subject to severe restrictions on the amount of dollars 
they may possess, bring in, or take out of the country. 


TRADE AND EXTERNAL ACCOUNTS 


Nicaragua depends on basic agricultural commodities (coffee, cotton, 
Sugar, and meat) for the vast bulk of its export sales. Reduced 
production, and weakening world prices, in all of the above except 
meat in 1982 caused export earnings to fall to a post-revolutionary 
low of $408 million, down from $500 million in 1981. The twenty-two 
percent drop in imports, to $779 million, nevertheless resulted in a 





reduction in the trade deficit to $306 million from $419 million in 
1981. Offsetting this decline were increasing payments for foreign 
debt service. During 1982 Nicaragua paid $200 million in principal 
and interest, and its foreign debt increased 30 percent to 2.8 
billion. Although the GRN met its payments on its generously 
rescheduled $900 million debt to foreign private banks through the 
end of 1982, increasing financial problems have caused it to fail 
to make timely payments so far in 1983. The GRN is seeking a post- 
ponement of its payments due through June 1984, a proposal which is 
currently being studied by the banks. 


Although official figures are not available, it is safe to say that 
Nicaragua's current account in 1982 was in deficit by at least 

$400 million dollars. This financing gap is chronic, and GRN officials 
admit that they have no strategy for resolving the problem. Since 

the revolution Nicaragua has received nearly $3.3 billion in foreign 
loan obligations, and nearly $250 million in donations from abroad. 
Although assistance from multinational development banks was signifi- 
cant in the years just after the revolution, it has since diminished 
considerably. During 1982 the GRN became increasingly dependent on 

the Soviet Bloc, which was the source of 47 percent of the assistance 
obligated for Nicaragua, up from 15 percent in 1981. Another important 
source for financial assistance has been the Venezuelan-Mexican oil 
facility under the San Jose accord. Nicaragua's annual petroleum bill 
is approximately $180 million. In August 1982 Venezuela suspended 

Oil shipments to Nicaragua because of non-payment for two previous 


shipments. Since that time Mexico has been the country's sole 
supplier. 


It is very unlikely that the GRN will turn to the International Monetary 
Fund for a solution to its payments dilemma. The Sandinistas would 
oppose conditionality on political grounds, and in particular would 
balk at the likely requirements that they end food subsidies and adjust 
the highly unrealistic, but officially controlled exchange rate. 

The outlook is for increased reliance on bilateral assistance, 
particularly from the Soviet Bloc and Mexico. 


AGRICULTURE 


Agriculture is the backbone of the Nicaraguan economy, directly 
accounting for a quarter of the GDP and indirectly for much more, since 
nearly half of industrial production involves the transformation of 
agricultural products. Together, cotton, coffee, sugar, and meat 
generated two thirds of Nicaragua's 1982 exports. Weak international 
prices for these commodities, combined with lower production during 





the 1981-1982 harvest, accounted for much of the decline in exports 
last year. Only in meat, where the herds were beginning to recover 
from the decimation suffered during the revolution, did export 

volume rise. The latest harvest (1982-83) was considerably better 
than expected in cotton, and resulted in a historic record in coffee. 
Sugar has also shown production increases. Meat output, expected 

to grow this year, was hit hard by the late arrival of the spring 
rains, and will probably show little if any growth. The improved 
harvests will allow a better export performance in 1983. However, 
because of deterioration in non-agricultural exports, the GRN has re- 
cently revised its 1983 export projection downward from $500 million to 
$440 million. 


Faced with a rapidly expanding population, the GRN has assigned 
priority to the goal of self-sufficiency in basic grains. This goal 
received a serious blow in 1982 when severe spring floods combined 
with a prolonged drought later in the year to reduce corn output by 
22 percent, beans by 11 percent, and sorghum (used for animal feed) 
by 24 percent. Rice output was affected by a lack of spare parts 
for the mills, provoking shortages toward year-end, but this problem 
has apparently been solved. Late spring rains this year, and, in 
sorghum, failure of the GRN to revise incentive prices in time, 

mean that 1983 will be another poor year for basic grains (corn and 
sorghum). This will put pressure ‘on the scarce foreign exchange of 
the country, because deficits must be met by imports. 


LAND REFORM 


The GRN adopted an agrarian reform law in August 1981, and since then 
has been engaged in redistributing land to Campesinos, mostly those 
organized into cooperatives. The state directly controls about 20 
percent of the agricultural land in Nicaragua, which it seized from 

the Somoza family after the revolution. Nicaragua's land reform 
problem differs from that in neighboring countries, such as El Salvador, 
because in Nicaragua there is plenty of land to go around. The 
competition is therefore not over land as such, but over developed 
infrastructure. Initially, the pace of land redistribution was slow, 
because the GRN did not have the technical and financial resources 

to support faster redistribution. Recently, however, the pace of 

land reform has accelerated significantly, particularly in the frontier 
regions where the GRN is trying to bolster its popularity among the 
Campesinos in the face of the counter-revolutionary threat. Land 
distributed by the GRN does not entitle the Campesino to sell or rent 
out his plot, and is frequently tied to his membership in a particular 
cooperative. Land reform titles may be inherited. The Sandinista 





government has stated that its long-run goal is to have 50 percent 
of the agricultural land in the hands of the cooperative sector, 

25 percent in the hands of the state, and 25 percent in the hands of 
the private sector. 


Much of the land that has been distributed under agrarian reform has 
been confiscated or expropriated from private owners. Under the 
agrarian reform law, only those farms which are both large and which 

can be shown to be underexploited are subject to confiscation or 
expropriation. This legal provision has in fact been applied politically 
in many cases, and increasingly in 1983 overtly political confiscations 
have occurred. Adequate compensation has seldom been available for 

the victims of expropriation. This feature of Nicaraguan land reform 
has done much to inhibit private sector investment in agriculture, 

and thereby has hindered the recovery of production to pre-revolutionary 
levels. 


INDUSTRY AND CONSTRUCTION 


Nicaraguan industry historically accounts for about a quarter of 

the country's GDP. Light industry (food products, textiles, wood 
products, and chemicals) constitutes the bulk of the industrial base, 
which was created in the 1960's and oriented toward the Central 
American Common Market. This orientation, combined with the heavy 
dependence on imported inputs, explains the weak performance of 
Nicaraguan industry since the revolution. In 1982 industrial value 
added fell by 5.6 percent. The GRN does not regard the majority 

of industry as a good candidate for investment, and except for 
textiles and food products, can be expected to allow it to languish. 
About 40 percent of the industrial sector is nationalized, a per- 
centage likely to grow as further confiscations, the lack of private 
investment, and the nonprofitability of industry in general cull out 
private sector firms over time. 


Construction activity plunged by a quarter in real terms during 1982 
due to a country-wide drop in investment. Construction is dominated 
by central government activity and depends upon the availability 

of foreign financing. Major projects are normally carried out with 
technical assistance from abroad. At the present time, the most 
important construction projects in Nicaragua (all official) are the 
Malacatoya Sugar Refinery (with assistance from Cuba), the Asturias 
Hydroelectric Project (with assistance from the IDB), the Port 
Expansion Project at El Bluff (with assistance from Bulgaria and 
Holland), the Momotombo Geothermal Project (with assistance from Italy 
and France), and the construction of a new textile factory (with assist- 
ance from Czechoslovakia). 





THE OUTLOOK FOR 1983. AND BEYOND 


The GRN has recently revised downward its projections for economic 
growth in 1983. Originally it had hoped for 6.6 real GDP growth, 

and is now predicting 3.4 percent. The revision was accompanied 

by warnings against overly optimistic predictions by economic ministries, 
and by indications that a particularly difficult year lies ahead for 
Nicaragua. In fact, the country will be fortunate to achieve zero 
growth this year. The good coffee and cotton harvests will not be 
enough to offset signs of declining production in industry, mining, 
fishing, and perhaps even cattle. The insurgency by counter- 
revolutionaries in the frontier regions has caused an officially 
estimated $70 million in infrastructure and production damage since 
late 1981. This has been difficult for the GRN, but not disastrous. 
Worse has been the increasing distraction of manpower, resources, and, 
above all, the attention of GRN leaders toward this conflict. The 
continuing economic difficulties necessarily receive less attention 
than they otherwise would. 


Prospects are that 1984 will be worse than 1983, perhaps significantly 
so. The only bright spot appears to be cotton, where the GRN claims 
planted acreage is 15 percent above planned levels. In coffee, the 
late rains and problems with blight will cause production to fall 

by an estimated 14 percent, according to the GRN. Cattle will be 
badly hit by the failure of this year's sorghum crop. Poor harvests 
in basic grains (corn and sorghum) loom ahead, which will force 

scarce dollars to be used for imports. A major squeeze in external 


accounts is possible if foreign assistance drops. Given the ideology 
of the GRN, significant moves to imyrove investment climate and 
stimulate private production are not likely. The steady drain of 
trained managers and professionals continues. Together with shortages 
of resources for investment this costly emigration spells a very 
gloomy picture for the Nicaraguan economy in years to come. 


IMPLICATIONS FOR U.S. BUSINESS 


The implications of the economic situation in Nicaragua for U.S. 
business are clear. Despite their being major trading partners 
historically, commerce between the U.S. and Nicaragua has been 
declining in recent years and will continue to do so. Heavily 
dependent on foreign loans to finance imports, the GRN is seeking 

to buy from countries which extend government-to-government trade 
credits. The U.S. share of Nicaraguan imports fell to 19 percent in 
1982 from 25 percent in 1981, in a year when overall imports fell 

by a quarter. Because much of the country's capital stock inherited 





from the Somoza years was U.S.-made, there continues to be a residual 
demand for spare and replacement parts and equipment. Geographical 
proximity enables some U.S. suppliers to respond to urgent requirements 
for agricultural inputs, for example, faster than other competitors. 
But the trend is negative, and prospects for reversing the decline 

are slight. Only a dramatic improvement in political relations between 


the U.S. and Nicaraguan governments would be capable of reversing 
the situation. 


The climate confronting prospective U.S. investors in Nicaragua is 
also decidedly negative. About 40 firms with U.S. investment remain 
in Nicaragua, but their numbers are shrinking each year. Most 

of these companies find themselves operating at 50 percent of 
Capacity or less, unable to repatriate profits, and unable to obtain 
the dollars they need to finance imports of necessary inputs. Despite 
repeated promises, the GRN has yet to promulgate a law on foreign 
investment which would provide the kind of guarantees about earnings 
repatriation, freedom from confiscation and availability of foreign 
exchange which would be necessary to attract investors. The poor 
economic outlook, the ideological nature of the Sandinista government, 
and the lack of understood rules of the game for private enterprise 
all make the investment climate exceedingly bleak for U.S. firms. 
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